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TIM EGGAR: GAS COMPETITION WILL BE GCX)D FOR CUSTOMERS 



A consultative document which outlines how a fully competitive 
gas market could work was published today by Energy Minister Tim Eggar 
and Clare Spottiswoode, Director General of Gas Supply. The 
consultative document marks the next step towards the abolition in 
1996 of the British Gas monopoly on supply of gas to domestic 
customers. This is a document for consultation : no decisions have 
been taken. 

Speaking at a press conference to launch the document, Mr 
Eggar said: 

"Competition has already led to price cuts of 10 to 15 per cent 
for industrial and commercial gas users and today's publication marks 
the next step in giving small users the same rights of choice as 
large firms. 

"The consul tatiove document we have published today looks at 
many important aspects of a more competitive marketplace, such as 
safety and standards of service. The issues are complex and the 
consultation process will be detailed and extensive. I am sure that 
interested parties will want to consider the document with care. But 
the underlying message is simple, we believe competition will be good 
for customers." 



MORE/ . . . 
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Clare Spottiswoode cominented: "Choice for consumers is the best 

possible guarantee of value for money. The document looks at the key 
issues which need to be addressed for competition to be introduced in 
an orderly way. We now want to hear the views of the industry, of 
consumers and of anybody with an interest in gas supply." 

The arrangements outlined in the consultation document follow 
the President of the Board of Trade Michael Heseltine's decisions 
announced on 21 December 1993, following the MMC reports on the 
gas industry. 

Mr Eggar gave full details of the consultative document to 
Parliament. In a written answer to a parliamentary question from 
Mr Nirj Deva MP (Brentford and Isleworth) , he said: 

"The Director General of Gas Supply and I have today published 
our joint consultative document, 'Competition and Choice in the Gas 
Market'. This outlines an approach to bringing the benefits of 
competition to the domestic gas supply market, and describes the 
regulatory arrangements which could be put in place. This is a 
consultation document and no decisions have been taken. 

"Comments are requested on certain issues by the end of June, 
and on the remainder by the end of July. Copies of the document have 
been placed in the Library of the House. Further copies are available 
from the library at the Office of Gas Supply. 

"The proposals envisage the separation of the business of gas 
supply, which is increasingly subject to competition, from gas 
transportation, which will continue to be substantially a monopoly. 



MORE/. . . 
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"Details 



"The proposed new licensing framework will allow independent 
suppliers, as well as the British Gas supply business, to have their 
gas transported through the pipeline system and supply customers. 
Regulation on the supply business will gradually be relaxed as the 
benefits of competition flow, although a number of important 
conditions, such as debt and disconnection, will be retained 
indefinitely. 

"Because of the complexity of the issues and the need to feed 
back experience as it is gained, the introduction of competition will 
be phased in carefully. For the first two years, the extent of 
competition will be limited to five per cent and ten per cent of the 
volume of gas sold. 

"A new British Gas Network Code, to be agreed by OFGAS, will 
ensure that all approved suppliers - including the British Gas supply 
business - can use the transportation system on a fair and 
responsible basis. The document envisages that prices charged by the 
British Gas transportation network will be controlled by a formula. 

"The document makes clear that safety will remain paramount. 
Broadly, the present system for handling gas emergencies will 
continue, with the British Gas Transportation and Storage business 
responsible for providing the emergency service, including making safe 
any leak on the customer's side of the meter and the first half hour 
of any repair work associated with a leak. The transportation 
business would also handle connections to the network. The Health and 
Safety Commission will make a thorough study of the safety 
implications of the proposals in the document. 



MORE/ . . . 
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"Special considerations apply to the domestic market. They 
include : 

" Assurance of Supply 

"Customers of British Gas at present have a high assurance of 
supply. We see no reason why the competitive market should not 
provide a similarly high level of assurance - and the consumer will 
benefit from the choice provided by competition. 

"Standards of Service 



"The document recognises the importance of meeting high 
standards of service, especially in areas such as debt and 
disconnection, and services for the elderly and disabled. The 
document proposes that the same regulatory standards should apply in 
these areas both to British Gas and its competitors. 

" Pricing 

"The principal effect of competition is likely to be overall 
downward pressure on costs and prices. Competition is a spur to 
efficiency, innovation and higher standards of service. Within this 
overall pattern, small price differentials are likely to emerge 
gradually as relative prices move to reflect costs. 

"However it will be important to avoid abrupt price movements 
and a number of proposals are put forward in this area. The document 
makes clear that: 

- the present RPI-4 price formula will continue to apply until 
at least 1997; 

- the maximum level of standing charge, will continue to be 
capped at 1986 levels in real terms - at least until 1997; 

MORE / . . . 
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- OFGAS ' s proposals on transportation standing charges should 
help reduce any pressures to raise prices for the average small 
consumer; 

- during the transitional period between 1996 and 1998, it is 
expected that no British Gas published tariff will increase by more 
than the rate of inflation, taking one year with another and apart 
from factors outside the control of the gas supply industry. 

'' Energy Efficiency 

"The document considers whether it might be reasonable to 
broaden the Director's powers in this area. It also suggests that 
suppliers should be enabled to sell total energy packages, including 
both gas and energy saving measures, so that least cost planning can 
be undertaken by consumers at the level of the individual kitchen." 



Comments are requested on the points raised in the document. On 
certain issues of direct relevance to the preparation of draft 
legislation (which are marked at the end of each chapter) , comments 
should be received by the end of June 1994. For other issues, 
comments can be received up to the end of July. 

Comments should be sent simultaneously to: 

M H Atkinson, Oil and Gas Division, DTI, 1 Palace Street, London 
SWIE SHE. Fax: 071-931 0642. 

and to: 

G McGregor, OFGAS, Stockley House, 130 Wilton Road, London SWIV 
ILQ. Fax 071-630 8164. 

MORE/. . . 
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*■ 



Copies of the document, 'Competition and Choice in the Gas 
Industry', are available from: The Library, OFGAS, 130 Wilton Road, 
London SWIV ILQ. Tel 071-828 0898. 

NOTES FOR EDITORS 



1. The Monopolies and Mergers Commission made two separate reports 
on the gas industry (one under the Fair Trading Act 1973 and one under 
the Gas Act 1986). These were published on 17 August 1993. The MMC 
recommended that British Gas should be required to divest its gas 
trading business and that the tariff monopoly should be abolished some 
three to five years after divestment. 

2. On 21 December 1993, the President of the Board of Trade, 

Michael Heseltine, announced his decisions on the reports. He decided 
that: 

(i) British Gas should separate fully the operation of its 
trading and transportation businesses, but will not be 
required to divest trading. 

(ii) British Gas's tariff monopoly will end in April 1996, 
and competition will be phased in over two years to 
April 1998. 



3. These arrangements are designed to provide the benefits of 
competition at the earliest practicable stage and to give the industry 
a clear and settled regulatory framework through to the end of the 
century and beyond. 

4. On 17 December 1993, British Gas pic announced that it would 
re-structure to separate its gas supply businesses from its gas 
transportation business. 



Press Enquiries: 
(Out of Hours: 
Public Enquiries: 



071 215 6424/6407 
071 215 4657/8) 
071 215 5000 



OFGAS Press Office: 071-828 0898 

(Out of Hours: 0374 728971) 



ENDS 
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COMPETITION AND CHOICE IN 
THE GAS MARKET 



A CONSULTATIVE DOCUMENT 



INTRODUCTION 

1 In December 1993, responding to recommendations by the Monopolies and Mergers 
Commission (MMC) on the gas industry, the President of the Board of Trade announced the 
Government's intention to introduce competition in a phased and orderly way from 1996 into 
the domestic gas supply market. Mr Heseltine stated that a joint consultation paper would be 
issued by OFGAS and the DTI. 

2 This paper fulfils that undertaking. We are publishing it jointly because of the 
importance of the subject at both a technical and policy level, and to underline our deterrnination 
that the introduction of competition into the domestic gas supply market should be carried out in 
an orderly way, with full consideration of the issues. 

3 We are at the start of an exciting but also a challenging process. Choice for consumers is 
the best possible guarantee that they will obtain value for money. But achieving this will involve 
a period of transition as competition is introduced. Gas is a very widely used form of energy in 
people's homes, vital to many for heating and cooking. Issues such as safety, assurance of 
supply, fair and reasonable prices, and the maintenance of acceptable levels of service, must all 
be carefully addressed. We believe that maintenance of high standards in all these areas can be 
combined with the benefits of competition. 

4 Since privatisation, British Gas (BG) has achieved a reputation for good service at fair 
prices. We believe it is now appropriate to build on that by opening the domestic market to 
competition in order to improve still further the choice and quality of services offered to 
consumers at competitive prices. 
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Content of the Paper 



5 The main subject of this paper is the proposed introduction of competition in the 
domestic gas supply market. The document contains the following Chapters: 



Chapter 1 


Overview 


Page 
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Transitional Arrangements 


10 
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Safety 
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17 
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Pricing 


24 
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30 
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34 
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Efficient Use of Gas 


38 
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Pipelines Storage and Terminals 


41 
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Regulation - The Institutional Framework 


49 


Chapter 1 1 


Next Steps 


52 



Legislation 

6 Legislation in the form of modifications to the Gas Act will be required in order to 
establish competition in the domestic gas supply market. Subject to the availability of 
Parliamentary time, the Government's intention is to introduce legislation to provide the basis 
for the new regulatory system to come into operation by April 1996. 

Consultation 

7 We invite views on the proposals set out in this document in order to help us finalise the 
framework within which orderly competition can develop. To help the process of formulating 
views, we have set out specific questions at the end of each chapter. However, respondents 
should not feel restricted to answering only those questions. We shall be interested also to 
receive views on the general approach underlying the document. 

8 We ask for comments on certain issues to be sent to us by the end of June. These issues 
are clearly marked in the text. For other issues, we should be grateful to receive comments by 
the end of July. 
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9 Comments should be addressed simultaneously to the DTI and OFGAS at the following 
addresses: 



M H Atkinson 

Oil and Gas Division 

DTI 

1 Palace Street 
London SWIE SHE 



G McGregor 
OFGAS 
Stockley House 
130 Wilton Road 
London SWIV ILQ 



Fax: 071-931 0642 



Fax: 071-630 8164 



10 If for any reason it is not possible to send comments simultaneously, please indicate this 
in a covering letter and we shall ensure that both organisations see the comments. 



OFFICE OF GAS SUPPLY 
DEPARTMENT OF TRADE AND INDUSTRY 
MAY 1994 
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CHAPTER 1 OVERVIEW 



1 . 1 Our objective is to develop orderly competition in the domestic gas market. Since 1990, 
other parts of the gas market have been progressively opened to competition. Consumers of 
more than 2500 therms a year (mainly industrial and commercial consumers) can now purchase 
gas in a competitive market comprising some 35 suppliers. The effect has been a reduction in 
prices and an improvement in choice and terms of service. 

1.2 We want now to extend these benefits of competition and choice to the domestic 
consumer. Since privatisation BG has made considerable progress, under the regulation of 
OFGAS, in improving service to its customers. However, so far as the domestic market is 
concerned, BG has remained the monopoly supplier to a captive market of over 18 milli on 
consumers. 

1 . 3 The introduction of competition will be phased progressively. In the earlier years many 
features of the present system will be retained until it is clear that the benefits of developing 
competition make their continuation unnecessary. 

HOW COMPETITION WILL WORK 

The Basic Model 

1 .4 There are various ways in which competition can be introduced into a previously 
monopolistic market, and countries which have liberalised their gas industries have adopted 
different models. In the UK domestic gas market at present, one company (BG) both 
transports and supplies gas to the consumer as a monopoly (the company is also a substantial 
producer of gas from offshore fields). The basic change we propose to introduce is to separate 
the functions of transport and supply, and to encourage competition in the supply market. 

Under this system, any duly authorised gas supplier may have his gas transported through the 
pipeline network to the premises of his customer. 

British Gas 

1.5 In accordance with the decision announced by the President of the Board of Trade on 21 
December 1993, BG will not be required legally to divest its supply operation, as recommended 
by the MMC. However, BG will be required to maintain full and strict separation, policed by 
OFGAS, between its supply and transportation operations. We are considering whether BG 
should be required to place its transportation business in a separate subsidiary company. 
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OFGAS has in addition already proposed a number of other measures designed to ensure the 
strict separation of these operations. 

1.6 BG has already divided the company into a number of operating units, one of which is 
known as BG (Transportation and Storage) and another as BG (Public Gas Supply). BG 
(Transportation and Storage) will run BG's pipeline transportation and distribution network 
under OFGAS regulation, for the use of all suppliers. The main regulatory instruments over the 
transportation and storage network will be a Network Code, to which suppliers must adhere, 
and a tariff formula. These are outside the scope of the present document, but are the subject of 
separate consultation papers issued by OFGAS. 

1.7 BG (Public Gas Supply) will inherit BG's domestic market, subject to authorisation. 
However, instead of being the only supplier to the domestic market, as now, BG (Public Gas 
Supply) will be exposed to competition from other authorised suppliers. Over time, BG (Pubhc 
Gas Supply)'s market share will depend on the competitive process within the market. 

FUTURE SHAPE OF THE MARKET 

1 . 8 Opening the market to competition will provide an opportunity to develop a more 
flexible market where the consumer can choose between a range of services offered at different 
prices; and can select the combination of service and price level best suited to his or her own 
requirements. For new suppliers, the opening of the market will provide opportunities to 
market new and improved services at competitive prices. 

1.9 Special considerations, however, apply to the domestic gas market. Safety is of course, 
paramount. Moreover, for many gas is a vital source of cooking and warmth, particularly in 
winter. For households, outlay on appliances and heating systems is a significant investment 
and the ability to switch to other forms of fuel may be limited. 

1.10 The present domestic supply market is based on the concept of a single "utility" supplier 
offering common standards of service to consumers at broadly uniform prices. As new 
suppliers enter the market, this situation will change. When competition is fully developed, a 
wide range of services and prices can be expected to be offered to consumers. So far as 
regulation is concerned, the competitive process itself will progressively take over from the 
regulator the role of ensuring the consumer has access to good service at a fair price. Much of 
this document is concerned with the arrangements necessary to achieve the right balance 
between competition and regulation in this transitional period. 
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"Level Playing Field" 



1.11 We intend that all suppliers should have the opportunity to supply the market on fair and 
equal terms. During the transitional period to fully developed competition, it may be 
appropriate in framing the regulatory regime to impose different obligations in certain areas on 
BG (Public Gas Supply) to those imposed on other suppliers, in order to ensure the orderly 
growth of competition. These areas of difference would be kept to a minimum. In general we 
would not expect the transitional period to extend beyond 1998, but in principle it will extend 
until competition has been successfully established. 

1.12 BG is at present the dominant purchaser of gas, primarily from the UK Continental 
Shelf (UKCS). In addition BG is the second largest gas producer, providing around 16% of 
supplies. Normal competition law will ensure that BG does not use its dominant positions in a 
way which confers an unfair advantage upon the company in the domestic market-place. 

TRANSITIONAL ARRANGEMENTS TO 1998 

1.13 Subject to Parliament passing the necessary legislation, competition will be phased in 
between 1996 and 1998 by progressively extending the market share available to suppliers other 
than BG. Further details are in Chapter 2. 

OTHER MEASURES 

1.14 Apart from transitional arrangements regulating the entry of new suppliers into the 
domestic market between 1996 and 1998, we believe it is appropriate to consider measures in 
other areas to ensure orderliness in the development of competition. In some areas these may 
be permanent, retaining elements of the "utility" concept for all suppliers; in others we envisage 
the regulatory regime could be progressively relaxed over a period of years as competition 
develops. In all these areas our objective will be to keep regulation to the minimum necessary 
to encourage the growth of competition. The main areas concerned are: 

Safety 

1.15 The maintenance of public safety in the competitive market is of absolute importance. 
Chapter 3 deals with this in so far as safety considerations overlap economic matters. We are 
asking the Health and Safety Commission (HSC) to arrange for a thorough study of the safety 
implications of the proposals set out in this Consultative Document. HSC will be looking for 
clear, practical arrangements to ensure public safety, and in our view the suggestions we have 
put forward will meet this requirement. Our suggestions include the retention of a prominent 
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role for BG (Transportation and Storage) in dealing with all suspected or actual gas escapes in 
consumers' premises or in carrying out any necessary disconnection and reconnection 
procedure arising from incidents relating to the pipeline network. 

Assurance of Supply 

1.16 At present, customers of BG enjoy a high degree of assurance of supply. It will be 
important in a competitive market to retain arrangements to assure supply to the level required to 
maintain public confidence. We expect this to be a shared objective between the regulatory 
authorities and all responsible players in the industry. We envisage appropriate qualifications 
being required of all entrants to the market, and other arrangements to ensure continuity of 
supply. More detailed discussion is contained in Chapter 4. 

Pricing 

1.17 The principal effect of the introduction of competition is likely to be overall downward 
pressure on costs and prices. Competition is a spur to efficiency and higher standards of 
service. However, within this overall pattern there may be pressures to change relative price 
levels. At present BG supplies gas on the basis of uniform charges to consumers in all parts of 
the country with only relatively minor variations. This is known as "postalised" pricing. This 
system is consistent with a market structure based on a monopoly supplier. The system 
contains within it elements of cross-subsidy between different groups of users. To a large 
extent these cross-subsidies are hidden, which is again typical of a monopoly based market. If 
they were more transparent it is likely there would be greater public debate about their 
desirability. Yet whatever views may be held on cross-subsidies, their existence and the 
implications of their being unwound need to be taken carefully into account. 

1.18 Competition tends to eliminate cross-subsidies. It is natural for new entrants into a 
previously monopolistic market to target its most profitable, or cross-subsidising areas first. 
Such a strategy is often known as "cherry-picking". To the extent the strategy is successful, the 
previous monopolist (in this case BG) risks being left increasingly with the less profitable, or 
cross-subsidised, areas of the market. In the absence of countervailing action, there would be 
pressure for relative prices to rise in these previously cross-subsidised areas of the market, 
where prices may have been below cost. 

1.19 It is already a key element of the Government's energy policy, set out in the March 1993 
White Paper (Cm 2235) "that service is provided to customers in a commercial environment in 
which customers pay the full cost of the energy resources they consume. ” 
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1 .20 It is an essential characteristic of a competitive gas market that suppliers must have 
sufficient freedom to charge prices enabling them to offer an attractive range of services. 
Without discouraging development in this direction it will also be important to ensure that the 
transition to such a market from the present system does not give rise to unacceptably abrupt 
price movements for particular groups of consumers. Chapter 5 considers these issues in more 
detail, including the questions of published tariffs, the future of the tariff formula, constraints 
on standing charges and possible other means of ensuring that consumers are appropriately 
protected. 

Standards of Service 

1.21 BG works to strict standards of service including debt and disconnection procedures, 
designed to provide assurance to the customer. ^ These standards cost money to maintain. In a 
competitive market some customers may be willing to pay more for higher standards, or by 
contrast to accept lower standards in return for lower prices. Such trade-offs ai*e the essence of 
a competitive market. Chapter 6 considers whether BG (Public Gas Supply) should continue to 
be required to offer the present standards of service, and to what extent obligations should be 
imposed on other suppliers. 

1 .22 Services to older or disabled customers are a special case in point. BG currently has an 
obligation to have regard to the interests of older and disabled customers, and has developed a 
number of services in fulfilment of this obligation.^ Many of these services are provided below 
cost, yet are regarded as an important service to the community. Chapter 6 also discusses the 
extent to which all suppliers should be required to offer services to older and disabled 
consumers. 

VIEWS ARE REQUESTED ON 

♦ The appropriateness of the basic model for competition proposed 

♦ The appropriate general balance in the future market between competition and 
regulation 



^ See "Standards of Service" published by British Gas pic. 

^ See "Our Commitment to Older or Disabled Customers" published by British Gas pic. 
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CHAPTER 2: TRANSITION 



2. 1 The process of transition from the present regime to fully developed competition in the 
domestic market cannot at this stage be subject to a predetermined timetable. However certain 
elements of the transitional regime are already clear. 

Market Share of New Entrants 

2.2 The President of the Board of Trade has announced that, subject to Parliament 
approving the necessary legislation, the domestic gas market will be opened to competition from 
April 1996.1 However, in the first and second years (i.e. until April 1997 and 1998 
respectively) the Director General of Gas Supply (DGGS) will determine limits on the volume 
of gas supplied to the domestic market by companies other than BG (Public Gas Supply). At 
present these limits are expected to be about 5 % of the 1995 volume in the first year (beginning 
April 1996) and 10% in the second (beginning April 1997). It is proposed that these tranches 
of the market should be opened to competitors on a first come first served basis. 

2.3 The DGGS will remove all volume restrictions on competition from April 1998 provided 
she is satisfied with progress in establishing competition at that time. The DGGS' review will 
include an assessment of the adequacy of the development of the IT and billing systems of BG 
(Transportation and Storage). OFGAS will set targets in consultation with BG (Transportation 
and Storage), backed by appropriate disciplinary arrangements to ensure that the necessary 
systems are in place in good time. 

2.4 It follows that at least until April 1998, BG (Public Gas Supply) will remain the 
dominant supplier in the domestic market, with a market share by volume not falling below 
around 90%. After April 1998, subject to the decision to remove volume restrictions on 
competitors, BG (Public Gas Supply)'s share of the market will be determined by the market. 

Tariff Formula 

2.5 The new BG tariff formula (which restricts the growth of average tariff prices to RPI- 
4% per year) will continue to operate until 1997. It will be for consideration at that time 
whether a tariff formula should apply for a further period, and if so what it should be. This 
subject is discussed further in Chapter 5. 



1 Mr Heseltine also^nnounced that from April 1996 the whole of the non-domestic market will be opened to 
competition. .. . , V 
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other Aspects 



2.6 Chapters 4, 5 and 6 deal respectively with the extent to which other transitional 
arrangements may be necessary in the fields of assurance of supply, pricing, and standards of 
service. 

VIEWS ARE REQUESTED ON 

♦ The appropriateness of the proposed procedure for reviewing and lifting the transitional 
restrictions on market share in 1998 
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CHAPTER 3: SAFETY 



3 . 1 Maintaining public safety in gas supply is of paramount importance. 

3.2 Responsibility for regulating gas safety rests with the Health and Safety Commission 
(HSC), and for enforcement with the Health and Safety Executive (HSE). Responsibility for 
ensuring the safety of employees and others who may be affected by their work activity, 
including members of the public, rests with the statutory duty holder. 

PRESENT SITUATION 

3.3 At present BG as the public gas supplier has a statutory obligation under the Gas Act to 
provide a 24 hour emergency response service to handle gas leaks to premises which it 
supplies. The company has statutory powers under the Gas Safety (Rights of Entry) 
Regulations 1983 to enter premises which it supplies with gas to deal with threats to public 
safety, including the right to disconnect dangerous gas appliances. At present, as the owner and 
operator of the transportation system, BG also has responsibility for ensuring its integrity and 
safe operation. 

3.4 There is already competition on the supply side in the predominantly industrial and 
commercial market above 2500 therms. It has been the practice in this market to attach 
responsibilities to new suppliers as a condition of their authorisation under the Gas Act, as and 
when they have taken over business from BG or won business with new customers. Typically 
these conditions require the supplier: 

a. to provide a 24-hour emergency response service to handle gas leaks; and 

b . to contract with the consumer to provide some limited rights of entry to the consumer's 
premises to deal with threats to public safety. 

While in practice all suppliers have sub-contracted BG to continue to provide emergency cover, 
they have the option to provide it themselves under current safety law. 

3.5 It is an option to extend this arrangement into the domestic market when that is open to 
competition. Indeed since the market above 2500 therms includes some larger domestic 
consumers, they may already be taking supplies from non-BG suppliers under such conditions. 
However, we do not believe the HSC will be convinced that this provides a secure arrangement 
for dealing with the generality of the domestic market, for the following reasons: 
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a. the public and the emergency services need to be very clear who to contact in the event 
of a gas leak and have confidence the situation will be made safe without delay. A 
multiplicity of emergency contact points or agencies (at the extreme one for each 
supplier) could lead to poor co-ordination and public uncertainty. There could be a risk 
of disputes over responsibility between suppliers (or between suppliers and BG 
(Transportation and Storage)) where it was not immediately clear whether the leak was 
from "their" pipework or the premises of their or another supplier's customer, or where 
the customer is no longer there; 

b . contractual rights of entry to a property may be insufficient where, for example, the leak 
emanates from a neighbouring property supplied by a different supplier. Moreover in an 
emergency a competent and trusted authority must be empowered to act quickly. In 
recognition of this, statutory right of entry to premises might be awarded to all 
suppliers. However, this could in turn give rise to public sensitivity. Such rights are at 
present confined through the Gas Act to the Secretary of State and to public gas 
suppliers ie BG. 

We conclude from this that the option of placing the responsibility for gas escapes on suppliers 
is unlikely to be satisfactory. 

SUGGESTED WAY FORWARD 

3 . 6 Subject to review by the HSC we suggest the following arrangements will provide a 
clear and satisfactory safety regime. There will be a need to ensure the safety of the total system 
under both normal and emergency conditions. It will be necessary to consider what control 
arrangements are required for this purpose. 

3.7 Following the principle that there needs to be a clear point of initial contact to deal with 
any incident involving safety, we suggest that BG (Transportation and Storage) should fulfil 
that role in all cases involving actual or suspected gas escapes. It would be the responsibility of 
BG (Transportation and Storage) to undertake the initial management of escapes, and to ensure 
making safe. 

Gas Escapes Upstream of Consumers’ Meters 

3 . 8 Where it becomes clear that an escape has occurred in the transportation system 
upstream of the consumer's meter, the ultimate responsibility for rendering safe the pipeline 
concerned would rest with the operator of that pipeline. It would be the responsibility of BG 
(Transportation and Storage), as the initial contact point for the public or emergency services, to 
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alert the operator of the pipeline concerned and take initial action to ensure public safety. In the 
majority of cases, the operator is likely to be BG (Transportation and Storage) itself. In other 
cases BG (Transportation and Storage) would call out other pipeline operators to deal with their 
own pipelines. Duties would need to be imposed on all pipeline operators to pass on relevant 
information to enable escapes to be dealt with effectively, and to have in place appropriate safety 
procedures. 

Major Incidents 

3.9 Major incidents would be dealt with in accordance with the same principles. About a 
dozen such incidents occur each year involving supply to more than 1,000 consumers. These 
incidents typically arise in one of two ways: 

a. Damage to Pipeline 

In such a case we suggest the responsibility for disconnecting consumers and 
subsequent reconnection, as necessary, would rest with BG (Transportation and 
Storage). BG (Transportation and Storage) would also be responsible for alerting the 
operator of the relevant pipeline. That operator would then have the responsibility for 
rendering safe the pipeline itself, and would be required to have in place appropriate 
safety procedures. 

b. Load Balancing Problems 

The Network Code is designed to facilitate the balancing of supply and demand on the 
system, and in normal circumstances should be effective for this purpose. But 
circumstances may arise (for example a major supply failure in mid-winter) where 
pressure in the system drops towards dangerously low levels and it is necessary to 
disconnect domestic supplies to maintain safety. In such circumstances we suggest the 
responsibility for making the necessary disconnections and subsequent reconnections 
should rest with BG (Transportation and Storage). 

Suppliers and Pipeline Operators 

3.10 Where members of the public or the emergency services initially contact a supplier or 
independent pipeline operator when a gas escape is suspected, it would be the responsibility of 
that supplier or operator to alert BG (Transportation and Storage) immediately. 
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SAFETY ON CONSUMERS' PREMISES 



Gas Escapes 

3.11 When an actual or suspected gas escape occurs downstream of the consumer's meter, 
BG (Transportation and Storage) would take the necessary action to secure the gas escape 
(however long it takes) and carry out minor repair work at the same time providing the total job 
does not exceed half an hour. The customer will then be given a list of registered local CORGI 
installers to complete the repairs. The cost of such work is at present some £55m a year and 
would be recovered through BG (Transportation and Storage)'s transportation charges to 
suppliers. 

Older and Disabled Customers 

3.12 Safety checks are currently offered to older and disabled customers as part of the 
standards of service prescribed for these customers. We think these should continue. This is 
dealt with in more detail under "Standards of Service" in Chapter 6. 

Utilisation of Appliances 

3.13 Risks may arise from the domestic utilisation of appliances, including fire, explosion, 
asphyxiation, and poisoning by carbon monoxide. 

3.14 The present arrangements are that problems are dealt with by either the service and 
installation arm of BG or other CORGI registered repair companies. The latter may disconnect 
an appliance in a dangerous condition with the consumer's consent, but only BG has a statutoiy 
right of entry to enforce disconnection. 

3.15 We envisage similar arrangements applying when the domestic supply market is open to 
competition. However it is for consideration whether the present statutory rights of BG should 
be transferred to BG (Transportation and Storage). BG (Transportation and Storage) at present 
has no capability to deal with incidents arising from suspected or actual dangerous installations, 
but would be able to disconnect in circumstances where a registered repair company had been 
prevented from doing so. This question of statutory right of entry will be one of the matters 
covered by the HSC's review of the arrangements for ensuring safety in a competitive market. 
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VIEWS ARE REQUESTED ON 



# The approach to safety issues set out in this chapter. Respondents should bear in mind 
that the HSC has been requested to make a thorough review of the proposals. 
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CHAPTER 4: ASSURANCE OF SUPPLY 



4.1 It will be essential to combine the benefits of competition with the maintenance of public 
confidence in the assurance of supply. 

4.2 In any natural gas supply system, risk to the consumer arises from: 

a physical failure of the production or distribution of gas; 

b failure of the consumer’s supplier to supply gas in the quantity desired, either because of 
failure to contract for sufficient supplies or through commercial failure (e.g. 
insolvency). 

4.3 Under the present arrangements, the size and comprehensiveness of BG offers the 
consumer a high degree of assurance against these risks. Traditionally, BG's position as the 
major purchaser of gas from producing fields, and its ownership of the pipeline and storage 
network, has given the company a strong capability to deal with physical failures in particular 
areas by switching supplies through the system. In addition BG's system of planning to meet 
the highest reasonably expected demand (see 4.7 below) coupled with its responsibility of 
protecting "core" domestic consumers in preference to non-domestic consumers, give the public 
a high degree of confidence in the maintenance of supply. 

4.4 The integrated pipeline system will continue to provide the operational flexibility to 
facilitate re-routing of available supplies. The change resulting from competition will be that a 
multiplicity of suppliers will use the system to supply their customers. These suppliers will be 
subject to normal commercial and financial disciplines. Once BG loses its monopoly in the 
tariff market, it too will be exposed increasingly to commercial discipline, particularly beyond 
1998 when the whole domestic market is expected to be opened to competition. 

4.5 It will be important to verify the robustness of individual suppliers; to codify the duties 
which suppliers owe to the transportation and storage company and to their customers; and to 
ensure supplies of last resort. These aspects are discussed below. 

THE NETWORK CODE 

4.6 Suppliers will be obliged as a condition of their licence to observe the Network Code 
drawn up by BG (Transportation and Storage) and agreed by OFGAS. 
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4.7 The Code will comprise arrangements for balancing supply and demand in the system 
which will be the shared responsibility of all users of the pipeline network. BG (Transportation 
and Storage) will be responsible for operating the balancing regime and ensuring, through a 
comprehensive planning process, that the capacity of the pipeline and storage systems is capable 
of meeting all reasonable expectations of customer demand. For the time being, this will 
continue to be defined for the purpose of transmission capacity planning as the demand level not 
likely to be exceeded in a 1 in 20 winter; and for the purpose of storage and gas supply 
planning, the volume of demand not likely to be exceeded in the worst winter in 50 years. 

These criteria will be kept under review. Suppliers using the pipeline system will be required 
through the Code to plan and provide assurance of supply to this standard. If, for any reason, a 
supplier cannot meet all his obligations to customers from pre-arranged supplies, the Network 
Code will also provide market and other mechanisms to balance supply and demand. 

4.8 The Network Code will provide that in the event of a major supply shortfall which 
cannot be absorbed by the market, priority of supply should be given to domestic consumers. 
This replicates the priority given to tariff customers under the existing arrangements. 

4.9 Consultation on the balancing aspects of the Network Code is already well advanced, 
and it is planned that the Code should be operational by October 1995, some months before 
British Gas' monopoly over the domestic market is removed. 

AUTHORISATION OF SUPPLIERS 

4.10 We intend that no company will be permitted to operate a public gas network, or to 
supply gas to the domestic market through a public gas network, unless authorised by licence to 
do so on conditions determined by the DGGS or the Secretary of State. In the case of supply to 
the domestic market, authorisations will be granted only to companies demonstrating to the 
DGGS through their gas purchase arrangements their ability to meet any reasonable supply 
obligations they may incur in the light of their business plans. They will also be required to 
demonstrate to the DGGS their financial soundness, and to undertake a number of other 
obligations, for example in relation to the maintenance of supply to customers (see below). 

They will in addition be required to subscribe to the Network Code. 

4.11 The areas covered by authorisations will be at the discretion of the DGGS who will take 
account of the proposals of applicants. 
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OBLIGATION TO CONSUMERS 



4.12 BG's current obligation to supply is expressed in terms of complying, so far as it is 
economical to do so, with any reasonable request for the company to give a supply of gas to 
any premises. In respect of tariff customers there are at present the following fuller obligations: 

a New Connections: BG has an obligation to connect new tariff customers to its mains 
where they are within 25 yards of the main; 

b New Customers: where the premises are connected to the mains, BG has an 
obligation to provide a gas supply if it is not already doing so; 

c Continuing Supply: where the premises are currently being supplied, BG has an 
obligation to continue to supply gas, subject to a debt and disconnection code agreed 
with OFGAS. There are also other qualifications largely related to safety. 

New Connections 

4.13 We propose that an obligation to connect domestic customers^ where it is economical 
and reasonable to do so should be placed on authorised public gas network operators. Such 
operators, including BG (Transportation and Storage) would be obliged to give to authorised 
suppliers quotations for connections promptly and on fair and reasonable terms. However 
customers or their suppliers may prefer to have connections provided by other parties, and we 
envisage BG (Transportation and Storage) having a general obligation to facilitate this, provided 
safety standards are met. 

4.14 Where the connection cost is beyond what is economical for British Gas (Transportation 
and Storage) itself, it will be for the prospective consumer to fund the difference. He may of 
course seek a contribution from a gas supplier, and we propose that in such circumstances the 
supplier should be able to supply gas to the newly-connected customer on a contract basis to 
ensure a return on his contribution. 

Supplying New Customers 

4.15 It is proposed that at least as a transitional measure from April 1996 all authorised 
suppliers should have an obligation to supply all prospective domestic consumers requesting it 
within the area specified in the relevant authorisation (which may in some cases be the whole of 

^ Annex A to this document discusses the extent to which such an obligation should apply in the non-domestic 
market of consumers between 2,500 and 25,000 therms. 
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Great Britain). We would envisage that variations or waivers of this obligation could be 
granted at the discretion of the DGGS. It is for consideration, for example, whether there 
should be a provision that no supplier would be required to take on new customers where he 
can demonstrate to the DGGS that this would entail commitments beyond the volume of gas 
available to him at that time. 

4. 1 6 In addition, the obligation on new entrants to the market would be limited in 1996/7 and 
1997/8 by the transitional constraints on market share described in Chapter 2. 

Supplying Existing Customers 

4.17 We envisage that there will be an obligation on a permanent basis for all authorised 
suppliers to the domestic market to continue to supply their existing customers if those 
customers wish to take supply. 

4. 1 8 Such an obligation might be qualified in various ways. For example, where customers 
are unable to meet their bills, the debt and disconnection procedures will apply (this is discussed 
further in Chapter 6). 

4.19 Circumstances may also arise where a supplier wishes to surrender his licence, in whole 
or in part, or to request a removal of the obligation to continue to supply in certain areas. We 
envisage that the conditions of authorisation would require all such requests to be submitted to 
the DGGS for approval with timely notice. 

4.20 In considering such requests, the DGGS would take account of the extent to which 
service from an alternative supplier (or suppliers) was likely to be available on fair and 
reasonable terms to the consumers affected. Suppliers would be expected to facilitate such 
alternative arrangements. The DGGS would also need to take account of any financial 
implications for the supplier making the request of the request being refused. The DGGS would 
ensure that appropriate consultation was carried out in all such cases. 

4.21 If within 12 months of a request being made, the DGGS had not agreed to it, we would 
envisage the supplier concerned being free to adjust prices in the area or areas affected, subject 
to any overall tariff formula in operation. However we would not envisage any exceptional 
price adjustments in these circumstances being permitted before April 1998. 

4.22 To avoid unpalatable price movements, it is for consideration whether the DGGS should 
be given powers to require authorised domestic suppliers as a whole to contribute to smoothing 
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the process of adjustment. This could involve powers to impose a system of levies on all 
suppliers for a transitional period. 

SUPPLIES OF LAST RESORT 

4.23 The above obligations on suppliers, taken together with the verification by OFGAS of 
suppliers' ability to meet their commitments and the provisions of the Network Code to facilitate 
balancing of available supplies, should provide a large measure of assurance that domestic 
customers will enjoy continuity of supply. 

4.24 However, for the purpose of maintaining public confidence in gas and the competitive 
gas market it will in addition be desirable to have clear arrangements for the maintenance of 
supply in the last resort to domestic consumers, should a supplier cease trading with little or no 
warning. 

4.25 So far as the physical availability of supply to customers is concerned, the fact that a 
particular supplier has failed need not affect the ability of overall supply to meet overall demand. 
Gas will normally be available to meet the purchase contracts of the failed supplier (which may 
or may not be available for assignment). To the extent this is not so, the situation will be 
comparable to the position where a supply shortfall has arisen for any other reason, for example 
a production failure or a spell of exceptionally cold weather. As in these examples, the 
provisions of the Network Code will be available to facilitate the balancing of supply and 
demand across the system at least cost. 

4.26 There will however be a need for a responsible party to act in place of the failed supplier 
in order to ensure consumers continue to receive supply for an interim period until they can 
move to alternative suppliers. This party may need to be able to buy gas from producers (or 
other sources) who in normal circumstances should be willing to sell to this party in place of the 
failed supplier. We would not envisage the responsible party being required to set aside special 
volumes of gas either in storage or with producers. 

4 . 27 The responsible party would also take on the obligation of reading the meter and of 
billing the customers concerned. We would expect this obligation typically to be exercised 
through an agent (which could in certain circumstances be the former supplier). 

4.28 The responsible party could be BG (Transportation and Storage); or the obligation could 
be placed collectively on all suppliers subscribing to the Network Code. Suppliers may wish to 
nominate one of their number or an agent to take on this role. 
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4.29 As a further alternative it is for consideration whether BG (Public Gas Supply) should 
be formally required to act in all circumstances as a supplier of last resort, during the period 
when its market share is sheltered between 1996 and 1998. We are, however, inclined to 
consider such an arrangement would not be consistent with the principles of a competitive 
market. 

Who Pays? 

4.30 Whoever acts to maintain supplies should be entitled to reimbursement of costs 
reasonably incurred together with a reasonable margin. These costs may in certain 
circumstances (for example where the failure takes place in mid-winter) be higher than the 
prices being paid by consumers to the former supplier. Such costs could be met in full by the 
affected consumers, which could entail significant increases in bills at little or no notice. This 
could act as an incentive on the consumer to make alternative arrangements quickly, but this 
may not always be possible immediately. 

4.3 1 Alternatively, affected consumers could be protected against the full price impact for the 
interim period until they could move to an alternative supplier. The cost of providing this 
measure of protection could be met in the first instance by drawing on any financial bond 
required to be put in place as a condition of suppliers' authorisation. To the extent that the funds 
provided by such a bond were insufficient, any costs incurred by BG (Transportation and 
Storage) could be recovered through the transportation tariff stmcture. Similarly, any costs 
incurred by suppliers could be met through their tariff stmctures (though the mechanism for this 
could be more difficult in practice). 

4.32 Alternatively, it is possible to envisage a system of insurance being put in place to 
provide funds to the party responsible for maintaining supply of last resort. Such an insurance 
scheme would need to be financed on an equitable basis between all suppliers. 

4.33 Generally we consider the final choice of arrangement for providing and financing "last 
resort" supply to customers should be primarily a matter for the industry to consider 
collectively, in consultation with OFGAS, since it will be in the interests of all to ensure orderly 
arrangements. 

VIEWS ARE REQUESTED ON THE GENERAL APPROACH ADOPTED HERE 
TOWARDS ASSURANCE OF SUPPLY, AND IN PARTICULAR 

♦ Whether the proposed qualifications for entry to the market for suppliers are appropriate 
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♦ * Whether it is appropriate to place an obligation on public gas network operators to 

connect customers where it is economical and reasonable to do so 

♦ Whether it is appropriate to place an obligation on suppliers to supply gas to all domestic 
consumers in their licence area who request it 

♦ * Whether suppliers should have an obligation to continue to supply existing customers 

with variation or removal of this obligation subject to the discretion of the DGGS; and in 
what circumstances such discretion might be applied 

♦ Whether it is appropriate for either BG (Transportation and Storage) or suppliers 
collectively to facilitate "supply of last resort" in the event of commercial failure of a 
supplier 

♦ * Whether the costs of such supply of last resort should be recovered through a financial 

bond or other mechanism to the extent they are not recovered from consumers 

♦ Views on these points are requested by the end of June 1994. 
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CHAPTER 5t PRICING 



5. 1 The introduction of competition into the domestic market can be expected to lead to a 
wider range of services being offered at different prices, in response to market demand. It 
should also progressively drive down costs and hence the general level of prices to consumers. 
A more dynamic market of this kind will, we believe, bring significant benefits to consumers 
and the economy generally. 

5.2 There will be a process of transition between the present regime and the development of 
such a market. Like many monopolies, BG's present "postalised" pricing structure is not fully 
cost-reflective and contains elements of cross-subsidy. The introduction of competition into 
such a market may focus initially on the more profitable segments of the market. The natural 
tendency is for this process to lead to a re-balancing of prices and services in the market in the 
direction of greater cost-reflection. 

5.3 The Government considers that moves towards more cost-reflective energy pricing are 
desirable. However, the process of adjustment needs to achieve an appropriate balance between 
the overall benefits of competition and the avoidance of unacceptably sharp change for particular 
groups of consumers. To achieve this, some continuing regulation may be appropriate in the 
developing competitive market, at any rate in the transitional years. 

COST-REFLECTIVE PRICING 

The Transportation Sector 

5.4 Prices may not fully reflect costs at present in both the transportation and supply sectors 
of BG's operations. BG's costing systems are not at present set up to allow the extent of the 
cross-subsidies to be readily identified. BG is currently addressing this problem. It appears, 
however, that the bulk of the present cross-subsidisation is in the transportation sector and will 
therefore be unaffected by the introduction of competition into the supply sector. For example: 

a Between Regions 

Domestic consumers in regions close to the entry terminals may be yielding greater profit 
margins than those in more distant regions. The variation between one region and 
another is however thought to be relatively small (see paragraph 5.6). 



24 

Printed image digitised by the University of Southampton Library Digitisation Unit 



b Between Localities 

Within individual regions, the cost of maintaining distribution facilities in city centres 
and in more dispersed rural areas tends to be more expensive than elsewhere. 

c Between Load Factors 

Individual consumers' load factors vary, especially their proportionate demand on peak 
winter days, but this is not reflected in pricing. So domestic customers with higher load 
factors (for example cooking-only load) may to some extent be cross-subsidising those 
with more seasonal demand (for example central heating). 

5.5 While relating prices more closely to costs in the transportation sector can be expected to 
affect consumer prices, the fact that this sector of the market will continue to be regulated will 
allow the pace of adjustment to be carefully controlled. The MMC suggested a need for 
continued regulation of the structure as well as the overall level of transportation charges 
(paragraph 2. 148 of the Fair Trading Act report). 

5.6 It is intended to move towards more cost-reflective pricing of transportation tariffs. A 
start will be made in autumn 1994, when it is proposed to align charges for use of the National 
Transmission System entry and exit points with the long-run marginal costs of using them. 

This could lead to variations in final prices to customers of the order of ± 2-4%. 

5.7 Further work is in hand to analyse the relative costs of transporting gas to customers 
within regions, with a view to introducing progressively from 1995/96 a more cost-related tariff 
system for use of regional transmission and distribution systems. It is important to introduce 
economic pricing of the National Transmission System at an early stage in order to give more 
accurate signals to shippers and producers on, for example, where the gas from new fields 
should be landed. But there is less urgency about adjusting the price distortions within 
individual regions. It is hoped to complete the process by 2002. The charges to shippers need 
to evolve in an orderly way if they are to have the confidence to enter into long-term contracts. 

The Supply Sector 

5.8 There may also at present be cross-subsidisation within the supply sector of the current 
market. For example, customers with a bad debt record, or customers who move 
accommodation frequently, are likely to be more costly to serve and hence may be cross- 
subsidised by customers elsewhere. Statutory requirements to take into account the interests of 
older and disabled consumers have led to special services for these customers being cross- 
subsidised by other customers (including low income households). 
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5.9 In addition, certain localities are supplied by BG with Liquefied Petroleum Gas or 
Liquefied Natural Gas because they are not connected to the network. Customers are, however, 
charged only at national tariffs, with the result that supply costs are significantly under- 
recovered. 

5.10 The supply-sector will be outside the regulated transportation sector and, depending on 
the extent to which current prices are out of line with true costs, competition could lead to 
"cherry-picking" and pressures for significant re-balancing of prices. This should be seen in 
context. The costs attributable to the supply of gas account for some 60% of total consumer 
bills, much of which is due to the cost of acquiring the gas itself This will tend to reduce the 
impact of rebalancing prices on total gas bills. Nevertheless we consider that countervailing 
action as described below may be appropriate during the period of development of competition, 
in order to minimise the possibility of abrupt re-balancing of charges. 

REGULATORY MEASURES: GENERAL 

5.11 The more general regulatory measures already discussed in this document - for example 
the limitation on the market share available to new entrants up to 1998 and the continuation of 
BG's tariff formula until 1997 - may have some effect in softening the overall effect of price 
adjustments in this interim period. However, these are general measures which will not 
necessarily act as a constraint on specific tariff levels. 

Continuation of Tariff Formula 

5.12 We are inclined at present to consider that it will prove appropriate to extend BG's tariff 
formula for a further period beyond 1997 when the present formula expires. While in a fully 
developed competitive market a tariff formula is unlikely to be appropriate, until 1998 BG 
(Public Gas Supply) wilJ retain up to some 90% of the market and may remain dominant for 
some time after that. 

5.13 The precise formula that might be applied beyond 1 997 will be a matter for review by 
the DGGS nearer the time. This would be consistent with the view of the MMC which 
concluded that price regulation over BG's tariff business should not be replaced by more 
general provisions until the DGGS was satisfied as to the strength of actual or potential 
competition. It would not necessarily be appropriate to extend the present RPI-4% formula. 
However, our present view is that the continuation of a tariff formula of some kind for a further 
period is likely to be desirable. 
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Publication of Tariffs 



5.14 In a fully developed competitive market, there would be no regulatory requirement to 
publish tariff schedules, although many suppliers may choose to do so for marketing purposes. 
However, Ministers have determined that for a transitional period after 1996 all suppliers 
should be required to publish tariffs and supply on the basis of them. The length of such a 
transitional period would be determined by the DGGS. We do not currently expect it to extend 
beyond 1998, but if it were extended we would expect the same obligations to be placed on all 
suppliers provided competition was developing effectively. We envisage any predatory or 
monopolistic pricing practices being dealt with under normal competition law, with the DGGS 
having a monitoring role. 

REGULATORY MEASURES: SPECIFIC 

5.15 These general regulatory measures, while desirable in themselves, may not be sufficient 
to give an adequate degree of assurance that any price movement affecting particular groups of 
consumers will be kept within acceptable limits. We therefore suggest that additional, more 
specific, measures may need to be considered. 

Standing Charges 

5.16 Within BG's present tariff formula, standing charges may not rise for any domestic 
customer by more than the cumulative rate of inflation since 1986. This tends to shelter the 
low-volume gas consumer, for whom the standing charge represents a relatively large 
proportion of the total bill. It may be appropriate to extend regulation over BG standing charges 
within any extended tariff formula beyond 1997. However, it is for consideration whether this 
would be consistent with the principle of a level playing field. Other suppliers will not be 
subject to regulation in respect of any standing charges they may choose to impose. 

5.17 It is the intention of the DGGS to fix the level of standing charge on the transportation 
and storage sector in October 1994 so that the difference between this figure and the level of 
standing charge permitted under the present formula is broadly equal to BG's average fixed 
costs of supply to its domestic customers. Other suppliers will face the same transportation and 
storage standing charge as BG (Public Gas Supply) but will be free to decide their own 
combination of overall standing charge and cost per therm to be offered to consumers. 



27 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Changes to Published Tariff Schedules 



5.18 We expect the cumulative effect of all the above measures to assist the orderly 
development of the market. In particular the continuation of BG's RPI-x tariff formula until at 
least 1997 will provide a helpful measure of assurance. However, we consider consumers 
should have a further assurance that, during the transitional period to a fully competitive market, 
price movements for particular groups will be kept within acceptable limits. Certain factors 
which govern prices are outside the control of the gas supply industry — for example, changes 
in the energy market which affect the price of gas purchased from producers — and will 
inevitably feed through into domestic prices. Overall, however, apart from these factors, it is 
expected, in the light of discussions with BG, that no BG published tariff will increase by more 
than the rate of inflation, taking one year with another, in the transition period from April 1996 
to March 1998. 

TARIFF VERSUS CONTRACT SUPPLY 

5.19 For the purposes of the legislation, it will be necessary to define the category of 
consumers (in general terms "the domestic market") for whom a supplier will need a domestic 
supply authorisation. It is for consideration whether domestic consumers (as defined) should 
have a right to be supplied on a contract basis if they wish. We envisage two circumstances in 
particular where this might be appropriate: 

a New Connections 

Where it is uneconomic for BG (Transportation and Storage) alone to lay a connection, 
the householder or a gas supplier (or both) may wish to make a contribution. But a gas 
supplier is unlikely to make a capital contribution if he risks losing the newly connected 
householder to another supplier shortly after. A contract for gas supply for a period of 
years may be appropriate. 

b Energy Efficiency Investment 

Similarly a supplier may only be prepared to offer packages of, say, a new efficient gas 
boiler plus the gas if he has the security of a contract. 

5.20 In such cases there will need to be arrangements for handling the situation where the 
customer moves away from his or her house for whatever reason, or indeed dies. More 
generally, some form of regulatory oversight over contract terms may be appropriate. Such 
regulation, for example, may require all contracts to contain a "cooling-off period for the 
consumer before any binding commitment takes effect. 
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5.21 It is also necessary to consider whether persons or entities (for example small 
businesses) falling outside the definition of domestic customers should nevertheless have the 
option of electing to take gas supply on the same terms as domestic consumers. We see no 
reason why they should not do so. 

5.22 We envisage that all domestic consumers as defined should have the same rights, 
benefits and obligations. This would include domestic consumers electing to take supply on 
contract terms, and non-domestic consumers electing to be supplied on the same terms as 
domestic consumers. 

VIEWS ARE INVITED ON THE APPROACH TO PRICING SET OUT HERE, 
AND SPECIFICALLY: 

♦ For how long a tarijf formula should continue to apply to BG 

♦ For how long suppliers should be under an obligation to publish tariffs 

♦ * Whether suppliers should be permitted to market gas under contract to domestic 

consumers and if so under what conditions 

♦ * Whether non-domestic tariff customers should have the right to purchase gas on tariff 

terms after 1996. 

♦ Views on these points are requested by the end of June 1994. 
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CHAPTER 6 : STANDARDS OF SERVICE 



6.1 In a fully developed competitive market, there should be no need to retain regulated 
standards of service beyond the level appropriate to the special importance of gas as a means of 
providing basic necessities of life. The competitive market itself should ensure that consumers 
obtain the standard of service they require at an appropriate price. 

6.2 At present, however, BG is required to provide its customers with an extensive range of 
prescribed standards of service. These are an important aspect of ensuring the good 
performance of BG while it remains a monopoly supplier in the domestic market. A process of 
adjustment will need to take place between the present regulated regime on standards of service 
and the future regime where competition will largely displace the need for regulation. 

British Gas' Present Service Standards 

6.3 BG's required standards of service cover procedures for handling debt and 
disconnection, services for older and disabled customers, energy efficiency, new supply 
obligations and a range of customer contact provisions. A failure to deliver services to the set 
standard for an individual customer can result in a compensation payment to that customer. If 
there is a more general failure by BG to achieve overall standards of service, this reduces the 
value for money customers are entitled to expect and is therefore taken into account in setting 
and monitoring the tariff formula. 

6 . 4 The new tariff formula accordingly takes account of the present standards of service and 
is on the basis that these will continue over the period of the formula, i.e. at least to March 1997 
(certain standards will in the meantime be transferred internally to BG (Transportation and 
Storage)). 

AREAS OF CONTINUING REGULATION 

6.5 In three specific areas, we see a case for continuing regulation, possibly on a permanent 
basis: 

Debt and Disconnection Procedures 

6.6 The debt and disconnection procedures followed by BG are designed to protect 
customers who have difficulty in paying their bills from being cut off from a vital source of 
heating and cooking, except as a last resort. We believe there is a case for imposing debt and 
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disconnection procedures on new entrants as well as on BG (Public Gas Supply) and for 
viewing these as a likely long term regulatory requirement. 

6.7 The installation of a pre-payment meter may reduce the extent of the risk to suppliers. 

At present, the installation of a prepayment meter is a voluntary matter for the consumer; BG is 
required to offer such a meter but the consumer is not obliged to accept it. One suggestion 
under discussion with consumer groups is that suppliers should be able to require customers 
(but only after certain procedures have been gone through) to accept a prepayment meter if they 
wish to continue to receive a gas supply. This may limit consumer choice but reflects the fact 
that no supplier should be required to continue to supply where there is no reasonable prospect 
of being reimbursed. Also, the need to disconnect without the consumer's consent would in 
practice be much reduced, though the ultimate right might need to be retained to deal with 
exceptional circumstances. 

6.8 However, pre-payment meters are more costly than ordinary meters to supply and 
service. The question of who pays for the additional cost and any phasing to alleviate price 
adjustments therefore arises. It may be most appropriate that BG (Transportation and Storage) 
should rent such meters to shippers who could recover their costs from pre-payment customers. 
However, certain suppliers may wish to provide their own pre-payment meters, and provided 
required standards are met we see no reason why they should not do so. 

Older and Disabled Customers 

6.9 BG currently provides a range of services specifically for older or disabled customers. 
These include free safety checks of gas appliances, providing special controls and adaptors, 
repositioning meters and giving advice. In addition to the general debt and disconnection 
procedures, British Gas is also committed not to disconnect pensioners' supplies during the 
winter months. 

6.10 Around 900,000 older and disabled customers have their special needs recorded on a 
"Gas Care" register. BG estimates that these services, which are provided free, cost in excess 
of £23 million a year which is recovered by cross-subsidy from all domestic customers. 

6.11 We consider there is a strong case for maintaining obligations on all domestic suppliers 
in respect of older and disabled customers, especially where safety considerations may be 
involved. Whether such obligations should be equivalent to those currently imposed on BG is a 
matter for debate. We are inclined to think they should be, at any rate in the early period of 
competition when BG will remain a dominant supplier. Thereafter the matter should be kept 
under review by the DGGS. It may well be that the development of attractively priced 
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competitive services in the market designed for older and disabled customers makes it 
unnecessary to retain prescribed service levels. 

6. 12 So far as safety is concerned, the DGGS intends in 1997 to carry out a safety review 
and cost benefit analysis of the services provided specifically for older and disabled customers 
in consultation with the Health and Safety Executive where appropriate. She will take account 
of the outcome of this review in deciding the future level of obligations to such customers. 

6.13 There is a separate issue of how any such subsidised services should be provided and 
paid for. One option would be to require BG (Transportation and Storage) to provide a service 
on fair and reasonable terms on an agency basis to suppliers who request it: the main element of 
the service is the full safety check which might fit well with the safety obligations it is suggested 
might be placed on BG (Transportation and Storage). Alternatively, suppliers may provide the 
service themselves, or contract out the provision of the required services to qualified companies 
already providing installation and repair services to consumers. 

6.14 Suppliers could recover the costs of providing the required services to older and 
disabled customers through their own tariff structures. However, this would tend to give 
suppliers an inherent incentive to avoid taking on such customers. An alternative approach 
would be to institute a levy system. Under such a system, OFGAS would annually assess a 
levy on all consumers to finance the service. Such a levy could be administered by BG 
(Transportation and Storage) and OFGAS would permit the cost to be passed through to 
consumers via the transportation tariff structure. Such a system should remove any disincentive 
to suppliers to take on older and disabled customers, and should encourage them to provide the 
required service efficiently and at least cost. 

6.15 A further alternative means of financing the service would be for suppliers collectively to 
put in place their own arrangements to meet the cost of providing the required levels of service. 

Energy Efficiency Advice 

6.16 BG is currently obliged to meet certain service standards in relation to energy efficiency 
advice. We would envisage these or equivalent obligations being placed on all suppliers in the 
competitive market. 

OTHER AREAS 

6.17 Outside the specified areas of prescribed service standards to be met by all suppliers, the 
question of whether additional service standards should continue to be prescribed is a matter for 
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debate. We expect the development of effective competition to render this unnecessary. In the 
transitional period, however, we envisage BG would continue to be required to meet the present 
prescribed standards of service at least until 1997. The position would then be reviewed in 
respect of the service standards applicable to BG (Public Gas Supply) in parallel with the 
review of the tariff formula at that time. 

6.18 We would not envisage new entrants being required to meet prescribed standards of 
service other than those specified in the previous sections. New suppliers can in any case be 
expected to have to match or offer better services than BG (Public Gas Supply) if they are to be 
successful in the market. 

VIEWS ARE INVITED ON 

♦ Whether new suppliers should be required to offer the same debt and disconnection 
procedures as BG (Public Gas Supply) 

♦ Whether all suppliers should be required to offer prescribed levels of service to older 
and disabled customers; and if so whether at least initially to an equivalent standard to 
that currently offered by BG 

♦ The method by which such services should be financed 

♦ Whether in other areas new suppliers should be subject to any prescribed standards of 
service 
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CHAPTER 7: METERING 



7. 1 The essence of competition in the domestic gas market will be the delivery of a wide 
range of services at competitive prices. Metering provides the means of delivering many such 
services. 

7.2 By metering, in this context, we mean the measurement of the flow of gas into the 
customer’s premises; the storage of that information; and its subsequent collection or 
distribution. The metering arrangements will need to provide information for customers, 
suppliers and BG (Transportation and Storage) and they will need to give all those concerned 
the confidence that flows are being properly measured and recorded. 

7.3 A key element of the new competitive regime will be the ability of the customer, or the 
agent authorised to act on his or her behalf: - 

a to choose the type of meter best suited to his or her requirements; and 
b to have access to the information stored by the meter. 

Supply of Meters 

7.4 At present all domestic meters are supplied by BG. We envisage the ownership of all 
domestic meters at the outset of the introduction of competition in April 1996 being vested as an 
unbundled activity in BG (Transportation and Storage) in order to avoid any one supplier 
having an initial advantage over any other. From April 1996 however, we envisage suppliers 
being able to provide a range of services by adding more sophisticated devices to the meter, 
subject to safety requirements and other standards; or to provide a meter themselves; or to have 
a meter supplied by a specialist contractor. 

7 . 5 The domestic consumer would continue to have the right which exists at present to 
provide his or her own meter. In addition the consumer would also have the right to specify to 
his or her supplier the services to be supplied by the meter, or to contract for supply of a meter 
with a specialist firm other than his or her supplier or BG (Transportation and Storage), 
although we would not envisage more than a small proportion of domestic consumers taking 
advantage of such a right. 
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7.6 The choice of supplier of a meter and the terms of that supply would be governed by 
competitiveness in the market place, provided in all cases that safety and measurement standards 
were complied with. 

Access to Meter Information 

7.7 We envisage that the consumer, or any organisation acting on his or her behalf, would 
have a right of access to the information stored on the meter, either by manual or by remote 
reading means, irrespective of the ownership of the meter. Such an organisation could be the 
consumer's authorised supplier, but might also be a third party offering meter reading services. 
Authorised suppliers, who would be the recipients of the information for billing purposes, 
would have the option of either supplying meter reading services themselves or contracting with 
another organisation (or perhaps with the consumer himself or herself) to provide them, subject 
to the consumer's agreement. 

Dominance of Certain Organisations 

7.8 By virtue of their existing investment in meter-reading organisations, certain bodies will 
start with an initial advantage in providing meter reading services. It is for consideration 
whether, at least for a period, such bodies should be required to offer meter-reading services on 
fair and reasonable terms to new entrants to the market, in order to ensure a level playing field. 
Such bodies could include BG (Public Gas Supply) and the Regional Electricity Companies, 
which have established meter reading capability on a large scale. It is for consideration whether 
any other bodies fall within this category. 

Remote Meter Reading 

7.9 New techniques are under development to provide remote meter reading by wired or 
radio link. These developments are to be encouraged since they offer the prospect of extending 
the range of services to consumers and/or reducing costs. However, we are uncertain at this 
point to what extent there may be economies of scale in the provision of remote meter reading 
services. If there are, the introduction of such services may tend to be inhibited if there are a 
multiplicity of meter-reading organisations in the market. We feel there needs to be further 
debate on this issue. 

Consumer Safeguards 

7.10 The creation of contractual rights of access to information stored on consumers' meters, 
coupled with the development of remote reading devices, will give rise to some risk to 
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consumers of information about their patterns of consumption falling into the hands of 
organisations not authorised by them to receive it. Such information, for example, would be of 
value to competitors of a particular consumer's chosen supplier. 

7.11 To guard against this, we would envisage the contractual right of third party access to 
the information held on a consumer's meter being granted to BG (Transportation and Storage), 
but otherwise being restricted to that consumer's supplier for the time being or to any other 
organisation authorised by that supplier to provide service with the consumer's agreement. It is 
for consideration whether such other organisations (whether or not they are authorised public 
gas suppliers) should be separately authorised by OFGAS to provide meter-reading services. If 
so, criteria for such authorisation would need to be developed. 

Statutory Rights of Access 

7.12 In certain circumstances, there may need to be a statutory right of entry to premises to 
support contractual rights. BG at present has statutory rights of access to consumers' premises 
for a range of purposes, for example to carry out meter-reading or where there is suspicion of 
tampering. It is for consideration to what extent such rights should be granted in a competitive 
market. Consistent with the previous section, one possibility might be that such rights should 
be granted to authorised suppliers in relation to their customers, and to other organisations 
authorised by suppliers with their customers' agreement. However, as noted in Chapter 3, 
there could be concern about such an extension of statutory rights. Alternatively, such statutory 
rights could be confined to BG (Transportation and Storage), although such a restrictive 
approach could inhibit development of the competitive market. There needs to be further debate 
on this issue. 

VIEWS ARE REQUESTED ON 

♦ whether the arrangements, as proposed, provide the necessary confidence for interested 
parties that flows are being properly measured and recorded 

♦ * The concept of consumers, or their authorised agents, being permitted to choose their 

supply of meter in a competitive market 

♦ * The concept of a right of access to the information on a consumer's meter by authorised 

organisations, irrespective of the ownership of the meter 
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^ * Whether BG (Public Gas Supply), Regional Electricity Companies and any other 
organisations should at any rate for a period be required to provide meter-reading 
services on request on fair and reasonable terms 

♦ Whether the development of remote meter-reading is likely to be inhibited by a market 
which there is a multiplicity of meter-reading organisations 

♦ current and potential developments in remote meter reading technology and services 

♦ * Whether special safeguards against undue dissemination of information from 

consumers' meters should be devised 

♦ * Whether meter-reading organisations ( whether or not they are authorised public gas 

suppliers) should be authorised by OFGAS 

♦ * To what extent statutory rights of access to consumers ' premises for meter readin g 

purposes should be granted 

♦ Views on these points are requested by the end of June 1994. 



i 
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CHAPTER 8: EFFICIENT USE OF GAS 



8.1 The efficient use of all forms of energy, including gas, is in the overall national interest 
economically and helps to achieve environmental policy objectives. We need to consider how 
efficient use of gas can best be encouraged in a competitive market, and what role there may be 
for regulation. 

8.2 At present one of the duties of the DGGS under the Gas Act is to promote the efficient 
use of gas. A 1992 amendment to the Act gave the DGGS powers to set standards of 
performance for BG's promotion of the efficient use of gas. 

8.3 Also in 1992, the "E” factor was introduced into BG's tariff formula. The "E" factor 
enables expenditure by BG on gas efficiency measures to be passed through to customers in the 
same way as gas purchase costs, encouraging the company to view expanded gas sales and 
greater energy efficiency as commercial alternatives. The expenditure must be approved by 
OFGAS and it must be compatible with the duties of the DGGS. For example there is limited 
scope for passing on price increases to consumers. 

Efficient Use of Gas in a Competitive Market 

8.4 BG currently has a general obligation to promote the efficient use of gas and in the 
competitive regime it will be appropriate to extend such an obligation to all authorised suppliers. 

8.5 We believe that in a competitive market, there will be a greater incentive on suppliers to 
promote schemes for the efficient use of gas to the extent that the cost of such schemes to 
suppliers is outweighed by reductions in the cost of supply. 

8 . 6 The extent to which there is a role for regulation to aid the competitive process is a 
matter for debate. So far as the "E" factor is concerned, it will no longer be possible to apply 
this in its present form when the tariff formula system in the supply sector is discontinued 
sometime after 1997 (see Chapter 5). It will be for consideration whether an equivalent factor 
should subsequently be applied to the transportation tariff formula, to the extent judged 
necessary to correct any distorting effect of the formula encouraging inefficient use of gas. At 
present OFGAS does not consider such a need is likely to arise. It should be noted that an “E” 
factor applied to the transportation tariff formula could result in costs being passed through to 
industrial and commercial as well as domestic consumers. 
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8.7 At present the Gas Act allows the sale of gas to tariff customers only on a commodity 
basis. It would be inconsistent, in our view, to maintain such restrictions in a competitive 
market. Accordingly we propose to invite Parliament to amend the legislation to permit 
suppliers to sell total energy packages, for example gas and modern energy efficient boilers 
rather than gas alone. 

Promotion of External Policies 

8 . 8 Energy efficiency schemes also have a role to play in promoting external policies, 
principally environmental objectives. The normal processes of competition cannot be expected 
to lead to promotion of such schemes where benefits are realised outside the immediate confines 
of the gas industry itself In the context of the proposed new legislation we need to consider 
what the role of the DGGS should be in promoting such schemes. 

Energy Saving Trust 

8.9 A particular example of such an issue arises in relation to the Energy Saving Trust. The 
Government is looking to the Tmst to sponsor a significant increase in domestic energy 
efficiency investment as part of its target to reduce UK carbon emissions to 1990 levels by 
2000. It is currently planned that this should be financed primarily by gas and electricity 
consumers. To the extent that the Trust's proposed schemes would not be capable of approval 
by the DGGS under the existing legislation, we need to consider whether Parliament should be 
invited in the proposed new legislation to extend the powers of the DGGS. We consider, for 
example, that it might be reasonable to amend the current Gas Act in order to express the 
DGGS' duties in terms of consumers' bills rather than of gas prices to consumers. The effect 
of such an amendment would be to permit the DGGS to take account of any prospective 
reduction in volume of gas consumed, as well as of price, when considering proposed energy 
efficiency schemes. 

8.10 Further amendments to the current legislation could be considered. However, a general 
question arises as to the extent to which it is appropriate for the DGGS, rather than the 
Secretary of State subject to the approval of Parliament, effectively to be given powers to 
determine sums required to pay for energy efficiency schemes. There are issues of public 
accountability and general regulatory principle here which the Government needs to consider 
further before forming legislative proposals, and on which a debate needs to take place. 

VIEWS ARE INVITED ON; 

♦ The need for regulation to promote energy efficiency in a competitive market 
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♦ * In particular whether there is a role for the DGGS in promoting schemes with external 

benefits eg to the environment, or whether other arrangements to promote such schemes 
would be more appropriate 

♦ * The appropriate extent of the DGGS’ legal powers 

♦ Views on these issues are requested by the end of June 1994. 
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CHAPTER 9: PIPELINES, STORAGE AND TERMINALS 



INTRODUCTION 

9. 1 Competition between high pressure transmission pipelines is not uncommon overseas. 

It may be seen for example in the USA, Canada and Germany. Nearer to home there is 
intensifying competition between offshore pipeline systems in the North Sea to capture new 
field business. It is generally accepted, however, that British Gas' existing pipeline network is 
effectively a natural monopoly. The economies of scale are such that no one is likely to 
replicate any part of the system while spare capacity exists in it. 

9.2 There is, however, scope for competition in the construction and operation of new 
pipelines whether wholly independent of the existing British Gas network or connected to it. 
This latter category could, for example, include new high pressure lines from North Sea 
terminals into the network, reinforcement or new interconnections within the network, spurs 
from the grid to new power stations, factories or housing developments, and service pipes to 
connect individual houses to the mains. 

9.3 In January 1992, during the passage of the Competition and Service (Utilities) Act, the 
Government gave a commitment to introduce a level playing field to enable competition to 
develop in the construction of new pipelines. BG's pipelines are regulated under the Gas Act: 
other gas pipelines are regulated under the Pipelines Act 1962. Levelling the playing field will 
require legislative change. 

9.4 Gas storage, particularly longer duration seasonal storage, is not a natural monopoly. 
The MMC noted that there was real interest already in competing storage projects. 

9.5 The MMC concluded that BG's approach towards transportation and storage services 
should be such as to ensure that there is no unreasonable inhibition on the development of new 
suppliers in particular of storage and where feasible other balancing and transportation facilities 
(para 2.150 of their Report under the Fair Trading Act). We believe as one of the conditions of 
its authorisation, BG (Transportation and Storage) should be required through its system to 
facilitate access to independent storage facilities on fair and reasonable terms. 
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PIPELINES - PLANNING AND SAFETY ASPECTS 



9.6 BG enjoys several privileges with regard to the construction of gas pipelines which are 
not available to other builders and operators of pipelines. In particular BG enjoys Permitted 
Development Rights under the Town and Country General Development Order 1988 (GDO), 
which obviate the need to seek planning permission for new pipelines. Independent pipelines, 
in contrast, require Ministerial consent if they are over 10 miles long, and are subject to public 
inquiry or public hearings if objections are lodged. The delays in getting permission 
disadvantage independent operators in competing with BG to construct a new pipeline. BG 
also enjoys more streamlined powers to make compulsory purchases of land and to break 
streets than independent operators. The pipeline proposals of independent operators are each 
subject to assessment by the Health and Safety Executive under the Pipelines Act; those of BG 
are not, but certain high pressure lines have to be notified to HSE. These more onerous 
procedures also tilt the playing field in BG's favour. 

9.7 We feel that a level playing field can best be achieved if the planning aspects of the 
Pipelines Act are disapplied to gas pipelines, and all gas pipelines, whether owned and operated 
by BG or others, are brought within the ambit of the Gas Act. 

9.8 Level planning procedures could be achieved by removing GDO rights from all BG 
pipelines, extending GDO rights to all other pipelines, or some compromise between the two. 
Removal of GDO rights from all BG pipelines would impose a heavy burden upon the planning 
system, and would disadvantage gas relative to other utilities. Extending GDO rights to all 
pipelines would exclude from formal planning oversight pipelines which because of their length 
or size could have an important environmental impact. We envisage a compromise between 
these two extremes. The necessary amendment to the General Development Orders will be the 
subject of sepai'ate consultation. 

Safety 

9.9 Our proposals for safety are set out in Chapter 3. 

PIPELINES - ECONOMIC REGULATION 

9.10 Gas pipelines are seen as falling into two categories: 

a complex networks, with several input points and many output points, offering several 
lines of route between given points of entry and exit, typically carrying gas at different 
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pressures in different parts of the network, co-mingling gas of different specifications, 
and conveying gas owned by several shippers; and 

b individual point-to-point pipelines, or simple pipeline systems with relatively few 

interconnections, nodes or spurs, typically carrying gas of homogeneous quality at a 
single pressure and serving few end-users. 

9.11 The BG network clearly falls into the first category, and probably no others at present. 
However, it is not the intention that a 'network' should be defined so as to exclude future 
pipeline systems. The need to regulate a pipeline system as a network is a function not so much 
of volumes handled but of the complexity of balancing load and of its status as a common 
carrier. 

9.12 It is proposed that there should be separate classes of authorisation for each of these two 
categories: a Public Gas Network Operator Authorisation and an Other Gas Transporter 
Authorisation. 

Public Gas Network Operator 

9.13 The statutory obligations upon a public gas network operator might include 
requirements: 

a to develop and maintain an efficient, co-ordinated and economical network, and subject 
to this, to comply expeditiously, so far as it is economical for him to do so, with any 
reasonable request to convey gas to connect new premises and gas input points, and to 
interconnect with other pipelines and storage facilities; 

b to avoid any undue preference towards different users or classes of users of the 

network, towards different persons seeking connection, or different pipeline operators 
seeking interconnection; 

c to devise and publish a Network Code satisfactory to the DGGS for each network he 
operates, and to administer user compliance with it. 

9.14 It is envisaged that public gas network operators would be debarred from buying or 
selling gas on their own account other than for operational purposes of balancing the network 
or, with the express agreement of the DGGS, for other specific purposes. This reflects the 
MMC conclusions. 
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9.15 Other requirements might be attached as conditions to the Public Gas Network 
Authorisation, eg: 

a duties falling upon the network operator under the Network Code; 

b measures to ensure non-discrimination between different providers of service (eg 
storage, metering, pipeline construction); 

c obligations to provide meters which are accurate and meet certain minimum 
specifications; 

d publication of forecasts of appropriate cost data and spare capacity; 

e tariff formulae and standards of service to be offered to users; and standards of service 
in respect of its engineering operations as these affect the public; 

f arrangements for monitoring gas quality. 

Other Gas Transporter 

9.16 As already noted, independent gas pipelines are currently regulated under the Pipelines 
Act 1962. This provides the Secretary of State with controls over non-proliferation of pipelines 
and third party access to them, including powers to determine a fair tariff for third party access. 
Individual pipelines above 10 miles in length require the Secretary of State's consent. There is, 
however, no mechanism for licensing operators. 

9.17 It would be possible simply to import the Pipelines Act provisions for third party access 
and pipeline sizing into the Gas Act - making OFGAS rather than the Secretary of State the 
regulator for these provisions - without creating a licensing regime for independent pipeline 
operators. However, as interconnections and pipeline-to-pipeline competition develop, some 
flexibility to adjust or loosen the regime may be desirable. This is more difficult if the regime is 
prescribed in detail in primary legislation. On balance a licensing framework may be preferable, 
provided that it is combined with the exemption of small-scale pipelines, the Authorisations are 
of reasonable duration, and the range of conditions is limited and capable of adjustment only by 
agreement or by reference to the MMC. 

9.18 We envisage that the conditions that might be attached to the authorisation of Other Gas 
Transporters would require the operator to: 
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a offer third party access to capacity in the pipeline, with the DGGS able to determine a 
tariff and other terms where no negotiated agreement can be reached; 

b install interconnections, and to comply with the Network Code of any Public Gas 
Network to which he is connected; 

c increase the capacity of proposed pipelines to avoid the need for a second pipeline along 
the same line of route; 

d carry out sampling of calorific value of gas and pressure as required; 

e provide information to the DGGS in respect of spare capacity in his pipelines; 

f separate the accounts and management of his transportation and supply business, as 
necessary, to meet the requirements of the EU Gas Liberalisation Directive now under 
consideration. 

9.19 It is for consideration whether there would be power to impose conditions in respect of 
standards of service or a price cap upon the totality of the pipeline operator's business. This 
will need to be considered in parallel with decisions on the regulatory regime applied to Public 
Gas Network Operators, to ensure equitable treatment. 

GAS STORAGE 

9.20 In spite of the interest being shown by potential new entrants, the MMC noted (para 
5.184) that BG's Rough facility would be the sole supplier of seasonal storage in the immediate 
future, and that BG accepted the need for its regulation. In para 2. 169 of the Fair Trading Act 
Report they concluded that BG's storage facilities, in particular Rough, must remain subject to 
regulation "as long as BG (Transportation and Storage) remains the dominant supplier" (of 
storage). They saw no current need for Rough to be separately owned from the transportation 
business. But they attached importance to unbundling of charging and accounting for seasonal 
storage facilities. At para 2. 145 they endorsed BG's proposal for an RPI-X approach towards 
the price regulation of BG (Transportation and Storage), but suggested that further 
consideration could be given as to whether storage be included in the formula or be subject to a 
separate but similar regulatory formula. 

9.21 We propose to create a separate regime for authorising storage operators. This would 
apply initially to the Rough storage field. We believe that Rough needs to be managed at arm's 
length from BG's pipeline system so as to ensure market pricing of Rough storage capacity and 
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hence a clearer indication of the value of swing. Although this could be achieved without a 
separate authorisation for Rough, its separate licensing should help produce a more transparent 
relationship between the pipelines and storage businesses. This in turn should reduce the risk 
that the seasonal storage business might discriminate in favour of the pipelines business relative 
to third parties, or that the pipelines business might show undue preference for Rough over 
new-build competing storage facilities. 

9.22 These arguments apply with less force to BG's diurnal storage, which is currently used 
almost exclusively by BG (Transportation and Storage) for operational balancing of the 
network. We believe that for at least an initial period the diurnal storage facilities should be 
treated as an activity, unbundled for pricing and accounting purposes, within the Public Gas 
Network Operator's Authorisation and subject to the Network Operator's overall taiiff formula. 

9.23 If independent storage facilities existed at present they would not be subject to economic 
regulation, e.g., in respect of third party access. The case for bringing independent storage 
within a Gas Act licensing regime is finely balanced. On the one hand storage facilities are 
crucial for ensuring the proper balancing of the network load, upon which continuity of supply 
depends. It is therefore important to ensure by regulation the storage operator's observance of 
the Network Code, rather than rely alone upon the contractual relationship between the Storage 
Operator and the Network Operator. It is also desirable to have reserve powers to regulate third 
party access to spare storage capacity, including the terms of access, along similar lines to that 
proposed for independent pipelines, and more generally to achieve a level playing field in the 
provision of storage. On the other hand, if regulation was perceived as likely to be heavy- 
handed or unpredictable, it could deter those investments required to achieve a competitive 
market in storage. 

9.24 On balance, we believe that independent operators should be subject to a Storage 
Authorisation in respect of significant storage facilities. Regulation would be light - similar to 
that envisaged for independent pipelines - but there would be provision for heavier regulation of 
dominant suppliers, as recommended by the MMC. This would, at least initially, include price- 
capping through a tariff formula and agreed standards of service to be offered on a non- 
discriminatory basis. As new facilities are built and competition develops it should be possible 
to relax the direct economic controls over Rough and move progressively towards a completely 
level playing field. As these storage facilities may be connected directly into the NTS we shall 
be looking to HSC to advise on the possible need to change existing safety arrangements. 
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TERMINALS 



9.25 BG owns a relatively small LNG import terminal at Canvey Island. In principle, it is 
appropriate that other potential importers should enjoy rights to access spare capacity at the 
terminal. In practice, third party access to LNG terminals is not currently seen as an important 
issue for the UK. However, it is important for some other EU Member States and there are 
provisions within the draft EU Gas Liberalisation Directive for the unbundling of the accounts 
of LNG terminal operations and for third party access. If this remains within the finally agreed 
Directive, there may be a need to provide for the licensing of LNG terminals by the DGGS 
under an appropriately light regime, possibly as a category of gas storage. 

Coastal Terminals 

9.26 A more important issue arises in respect of coastal terminals. It is important that access 
to terminals for new offshore fields should not be frustrated or delayed because of the 
complexity of contractual arrangements between terminal operators and users. Delays in 
securing terminal access can make the difference between a small gas field being developed or 
shelved. At one terminal there has been an integration project to simplify the contractual 
arrangements and to enable prompter access to new entrants. We are anxious to see such 
simplification rapidly replicated at other terminals. At present, while access to offshore 
pipelines is regulated under the Petroleum and Submarine Pipelines Act and access to BG 
onshore lines is regulated under the Gas Act, there are no powers to require access to the beach 
terminal and processing facilities that link the two pipeline systems. It is for consideration 
whether Parliament should be invited to extend to terminals the provisions for third party access 
that currently apply to offshore pipelines. 

VIEWS ARE INVITED ON 

♦ * The appropriate degree of planning controls over pipeline construction 

♦ * Whether there should be separate authorisations for public gas network operators and 

other gas transporters 

♦ * Whether the authorisations of other gas transporters should include conditions in respect 

of standards of service and prices 

♦ Whether independent (non BG) storage facilities should be regulated 

♦ * Whether the DGGS should have regulatory powers over LNG terminals 

47 

Printed image digitised by the University of Southampton Library Digitisation Unit 



♦ * Whether the powers to regulate third party access to offshore pipelines should he 

extended to coastal terminals 

* Views on these points are requested by the end of June 1994. 
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CHAPTER 10: REGULATION - THE INSTITUTIONAL 
FRAMEWORK 

INTRODUCTION 

10.1 The MMC concluded (para 2.222 of its Fair Trading Act report) that the regulatory 
regime established by the Gas Act was fundamentally sound. At the same time it recommended 
that the regulatory responsibilities of the DGGS be extended to cover the contract market. The 
President of the Board of Trade announced in his December 1993 statement his intention to 
make such changes in future legislation to amend the Gas Act. It is intended that the DGGS 
should have powers, concurrently with the DGFT, to apply the Competition Act 1980 and the 
monopoly provisions of the Fair Trading Act 1973 to the markets for transportation, storage 
and supply of gas. This would bring the regulation of gas in line with the regulation of other 
utility sectors. 

10.2 The powers and procedures under which OFGAS exercises its regulatory functions are 
in general closely analogous to those of other utility regulators; but in the gas sector regulation 
is more dispersed between different bodies than in other sectors. There has been some criticism 
that the boundaries between the responsibilities are not sufficiently precise. 

10.3 Some steps to address this have either been taken or have been suggested elsewhere in 
this document, for example: 

a OFGAS has taken over from OFT responsibility for administering the Gas Release 

Programme, and as noted above it is proposed that OFGAS should be given concurrent 
powers with OFT in regulating the contract market; 

b it is proposed to bring independent gas pipelines into the same planning framework as 
BG pipelines; 

c it is proposed to redefine the duties of the DGGS in respect of public safety so as to 
leave no doubt that primary responsibility for safety regulation lies with HSC; 

10.4 This chapter considers other interfaces that exist between OFGAS and other bodies with 
regulatory or quasi-regulatory functions. 
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DTI’s Gas and Oil Measurement Branch (GOMB) 



10.5 Measurement of the calorific value of gas and the certification of gas meters are currently 
regulated by the DTI's Gas and Oil Measurement Branch under the terms of sections 12, 13, 16 
and 17 of the Gas Act. In other sectors product quality (apart from health and safety aspects) 
are matters for the sectoral regulator, and the certification of electricity meters is a matter for 
OFFER. 

10.6 It is proposed that the gas responsibilities of the GOMB should be vested in the DGGS, 
who would be given powers to set standards of gas quality and ensure that they are 
appropriately monitored. The DGGS would have similar powers to set standards for meters 
and for ensuring compliance with them. This change would provide flexibility to amend 
standards and the measurement of them in the light of technological progress in the sector. It 
would also provide OFGAS with a valuable source of technical expertise in areas which are 
central to the efficient operation of the transportation and supply system. 

DTI Responsibilities for Offshore Licensing and Regulation 

10.7 Responsibility for regulating offshore pipelines lies with the Secretary of State under the 
1975 Petroleum and Submarine Pipelines Act. This will continue. 

10.8 At the same time we recognise that there is an increasing operating and commercial 
interface between the onshore and offshore transmission systems. The routing of new offshore 
pipelines will be increasingly influenced by the relative costs of transmission away from 
alternative landfalls. The development of a giid-to-grid interconnection with the Continent will 
bring this interface into sharper focus. So too will the more cost-reflective tariffs now being 
introduced by BG (Transportation and Storage). It is important that company behaviour should 
not be distorted by the interplay between the offshore and onshore regulatory regime, and the 
DTI and OFGAS will work closely together to minimise any risk of this happening. 

The Gas Consumers Council 

10.9 The Gas Consumers Council (GCC) is an independent statutory body underpinned by a 
regional organisation. It has duties under the Gas Act to investigate consumer complaints. It 
does not, however, have enforcement powers of its own, nor extensive powers to require 
information from gas suppliers. Instead it refers to the DGGS or the DGFT any matters on 
which it appears appropriate for them to exercise their powers. The GCC also investigates 
complaints on matters involving gas appliances and fittings which lie outside the DGGS's 
authority. 
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10. 10 The 1992 Competition and Service (Utilities) Act has extended the matters affecting 
tariff customers that are enforceable by the DGGS and also confers powers on her to resolve 
individual customer disputes by formal determination. 

10. 1 1 The best protection for gas consumers in the longer term will be their ability to switch 
suppliers to find the combination of price and service that best suits their individual 
circumstances. Nevertheless - given the prospective changes in the market-place, in the 
regulatory framework and in technology - this may need to be reinforced for some time to 
come, and perhaps indefinitely, by an organisation able to provide advice to individual 
consumers at the local level and to protect the interests of gas consumers as a whole. 

10. 12 In other utilities, this function is performed by consumer committees, the members of 
which are normally (though not invariably) appointed by the regulator and which report to him. 
The roles of advice and enforcement are thus more closely combined, but without the complete 
independence that the GCC enjoys. 

10.13 A key issue therefore is whether the effective protection of the consumer interest can 
best be achieved from within the regulatory framework or from outside. If the GCC's role is 
integrated into OFGAS, it is for consideration whether the arrangements in place in other utility 
sectors are an appropriate model. If the GCC remains an independent statutory body, we 
would not envisage any need to increase its powers, but its role and organisation would need to 
be reviewed. 

VIEWS ARE INVITED ON: 

♦ * Whether the role of consumer representation and protection should be integrated into 

OFGAS or continue to be performed by an independent body as now 

♦ * If it is integrated into OFGAS, whether the consumer committees in other utilities are an 

appropriate model 

♦ * If the Gas Consumers Council remains an independent statutory body, whether its 

statutory role and organisation should be changed. 

♦ Views on these points are requested by the end of June 1994. 
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CHAPTER 11: NEXT STEPS 



11.1 We hope this consultative document will be helpful in stimulating response and debate 
on the issues covered in it. The next stage will be to place before Parliament the necessary 
legislative proposals, which we intend to frame in the light of responses to this document. We 
may wish to arrange further discussions with parties submitting views. 

11.2 We hope Parliament will agree the appropriate legislative changes to enable domestic gas 
consumers progressively to enjoy the benefits of competition in the market from April 1996. 
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ANNEX A 



BG'S OBLIGATION TO SUPPLY THE 2,500-25,000 THERM 

MARKET (Paragraph 4.13) 

BG has an obligation to meet all requests for an economical supply of gas from non-domestic 
customers. It also has an absolute obligation to supply tariff customers within 25 yards of a 
main. When the threshold for the tariff monopoly was reduced from 25,000 to 2,500 therms in 
1992, the DTI retained a threshold of 25,000 therms for the purpose of BG's absolute 
obligation to supply. This was to ensure that customers in this bracket could be assured of 
supplies in the period up to the emergence of effective competition. The MMC (para 2.96 of 
their Fair Trading Act Report) endorsed this view. 

The DTI propose to review this threshold shortly. If it is decided that sufficient competition has 
developed throughout the sector, the supply obligation might be lowered to around 3,000 
therms to allow for customers whose demand fluctuates around the 2,500 therm monopoly 
threshold. 
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